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Much of the farm equipment industry has been under finandid grain for the pest couple of
years reflecting the finandd pressures faced by many parts of production agriculture. Although the
1990's saw many positive developmentsfor U.S. agriculture and its rdlaed indudtries, the downturn in
the farm economy has raised fundamental 1ssues about why and how agriculture is changing, and what
these changes may meen for the future. Today, | want to begin my comments with aprofile of current
farm finanda condiitions and the implications for your indudry. Then, | want to assessthe key factors
that will shape the course of the farm economy over the next severd years. | bdieve these factorsare
the growing influence of the globa economy and internationd trade, the impacts of technology and
innovation in farm production, the rale of sructurd change in farm markets, and the role of domestic
farm policy.

Sate of the U.S. Farm Economy at the Start of Year 2001

One meeaure of the overdl strength of agriculturd marketsisthe percentage changeinthe
annud market vaue of farm sales compared with the previous 5-year average (chart 1). That messure
shows that the past two years have been pretty week by historicd sandards-one of the 3 weskest
periods snce WWII. Two primary factors are behind the recent reduction in farm prices and returns
earned from the market. Firgt, U.S. production of mgor crops has been large-for example, record
corn and soybean crops are forecast for 2000. In addition, there has been generdly good wegther for
crops around the world, which boosted globa crop production sharply first in 1996 and 1997 and has
kept production high Sncethen. Thishasintengfied our competition in export markets from averiety
of countries, notably China, which shifted from being amgor importer to amgor exporter. The
second fector is dower growth in foreign demand for farm products due to the economic dowdown of
1998 and 1999 just about everywhere except in NAFTA countries and due to the continuing high value
of the U.S. ddllar. The Asan currency crids, followed by recesson in Latin Americaand other regions
such asthe Former Soviet Union, saw a curtallment of arange of imports, notably meat and poultry
products, which had been growing a double digit rates until then.

Thereault of these deve opments has been risng U.S. arop inventories and unusualy week
market prices and returns. Mgor crop prices during 1999 and this year werethe lowest in 15to 25
years, depending onthecrop. Yet, we are not witnessing anationd farm finanda catastrophe. Farm
numbers have been farly sable in recent years, farm debt has been sable, the proportion of
nonperforming farm loans has risen only dightly the past two years, and farm redl edate vduesand land
rental rates generdly continueto rise. 1N 1999, U.S. farm land vaues rose 3 percent and were up in 42
daes. Our dataon cash rents pad for 2000 show increasesin 40 dates.

There are :verd factorsthat explan why there has nat been amuch more damaging response
to the wesk market. Thefirst and most obvious reason is Soaring direct government paymentsto
fameas U.S net cash fam income exduding dl government payments, thet is, cash recaipts from the



market minustota cash expenses during 1999 and 2000 are the lowest years Snce 1984 (chart 2).
Induding payments, net cash incomein 2000 is up alittle and about the same asthe previous 5 year
avarage. The 1996 Farm Bill provides severd types of paymentsto producers that indude both fixed
payments-the so-cdled AMTA payments-and countercydica payments from the marketing loan
programs-the so-caled Loan Deficdency Payments and Marketing Loan Gains. These two forms of
payments aone amount to about $13 hillion for each of the 1999 and 2000 harvested crops, more than
double the leves projected when the farm bill was enacted in 1996 (chart 3).

In addition to these payments built into the Farm Bill, Congress enacted ad hoc billsin 1998,
1999 and 2000, providing supplementa paymentsto producerstotding some $22 hillion. And, last
week, Congress provided ancther $3 hillion in payments as part of USDA’ s gppropriation hill for
2001. For 2000, totd government payments to farmers will account for 40 percent of U.S. net cash
farm income, well beyond the payments expected a the time the 1996 Farm Bill was enacted. Of
course, many farms do not recave these payments, such as many horticulturd or livestock fams. If we
look only at the net cash farm income earned from the mgjor fidd crops-whedt, rice, corn, sorghum,
oas, barley, cotton and soybeans—direct government payments are expected to account for 75 percent
of net cash farm income earned from these crops for the 2000/2001 crop yeer.

A second reason afinandd arigs has not materidized is the strong nonfarm economy which has
hdped increese off-farm income of farm households. For many fam households, farming is asecond
job. A third reason is the adjustments farmers are making to improve their efficdiency and reduce
production cogts. There has been much shifting to dternative crops that offer higher returnsor to
reduce input costs, such as GM O soybeans and cotton; debt increases have been limited; and
production cost increases had been under control, at leest until the past year’ s pikein interedt rates
and oll prices Of course lower input expenditures have directly affected the farm equipment indudtry,
because one of the ways farmers have adjusted is by delaying equipment purchases

USDA’sannud Agricultural Resource Management Study, tracks farmers: spending on capital
equipment. For 1999, the most recent survey yeer, totd U.S. spending on tractors and other fam
meachinery was about $9 hillion, down from $9.5 hillion in 1998 (chart 4). Spending is roughly related
to the ups and downs of average farm prices. Spending in 1999 was down 5 percernt, efter risng 5
percent in each of the 3 previousyears. For Sx western sates represented in your
organization-Arizona, Cdifornia, Colorado, Nevada, Utah and Wyoming--there are about 178,000
farms and they spent $380 miillion on tractors and other farm equipment in 1999. They spent ancther
$2.6 hillion on other capitd items, such astrucks, cars, buildings and breeding stock.

Turning to theissue of debt sressin U.S. agriculture, after rigng during the 1990's farm delot is
not increasing this year, and apercent of assats, looksin fairly good shgpe (chart 5). A more useful
indicator of finendd dressthan thelevd of debt isfarm debt as a percentage of the maximum feesble
debt thet farms can take on (chart 6). Maximum feesible debt is a caculaion based on net fam
income, the interest rate, an assumed 7-year average repayment period for debt, and bankers
guiddines on the maximum levd of income that should be used for principd and interest. For 2000,
U.S. famers on average are using alittle over 60 percent of their feesble det. We cdl the 60
percent, “ delot repayment cgpecity utilizetion (DRCU).” DRCU isa areassonably sound levd, dthough



it isthe highest Snce 1986 and has been rigng eedily inthe 1990s. Still, the increases are moded,
and theleve ishdf that of the 1984-85 crids period.

DRCU may betaken agep further by looking a how this messure of delot sressis ditributed
and look at it only for what we cdl commerdd fams (chart 7). A commerdd farm busnessasan
operation that sdls a least $50,000 in farm products per year. Of the 2.2 million U.S. farms, about
one-quarter, or 512,000 farms, sdll a least $50,000 in output per year. These farms account for 90
percent of total U.S. production.

Farmsthat have debt equd to 120 percent or greeter then their maximum feesible dett are
generdly congdered to be having finandd difficulty. However, many of these farms can il sarvice
debt by using off-farm income or assets such asinventories of commodities. Farmsthat can't service
their debt and stop performing on thair loans are usudly farms that have debt equd to 240 percent or
gregter then their maximum feesble deot. In 1998, the number of farmsin this category rose, but in
1999, the number fell. Thewesk markets probably led producersto limit new credit and use the
record-large government paymentsto pay down debt. 1n 1999, about 50,000 of the nation’s 512,000
farm businesses had debt a 240 percent or more. For 2000, we project only avery dight increaseto
about 52,000.

Of the 178,000 farmsin the far west dates| mentioned earlier, 47,500 are dassed as
commercid farm businesses, sdlling $50,000 or more per year. In 1999, 13 percent, or 6,100, had
debt repayment capacity use of 240 percent or greater. For 2000, we foresee only adight increese to
6,400 farms. We can dso Smulate what might happen if commodity priceswereto day a thisyear’s
leves throughout 2001, and Congress does not enact another supplemental faam ad bill. The
percentage of commerdid farmsin the 6 western states with delots a 240 percent or more of thelr debt
cgpacity would increase from an estimated 13 to 17.5 percent, or from 6,100 farmsto 8,300 farms.

Thisfinandad andyd's provides some pergpective on the overdl condition of U.S and far west
farms and some of theriskswe dlill face. Agriculture has been a the bottom of abusnesscydein
1999 and 2000. It gppears d thistime thet recovery is occurring dowly. But the dow pace of
adjusment suggests that without continued added assstance, farm incomein 2001 will fal sharply, debt
dresswill rise, and we may begin to see a sharper dedine in farm numbers than we have seen in recent
years

| now want to turn to some of the key factorsthat may help or hinder finendd recovery inU.S.
agriculture, beginning with the internationd trade picture.

Thelnfluence of International Trade

Inthe mid-1990's, the value of U.S. agricultura exports rose sharply peeking a arecord $60
billion in FY 1996 (chart 8), up by more than one-third from just two yearsearlier. Also during the
micd-1990s, world gross domestic product (GDP) grew a an annud rate of over 3 percent, compared
with less than 2 percent during the early 1990s. And & the sametime, globa grain and oilseed
production fell about 4 percent.

Thesurgein the vaue of agricultura exports led many to condude thet U.S. agriculture was
entering a period of unprecedented progperity—continued and steady increasesin world economic



activity would be enough to kegp farm prices strong even with normd westher. For many, that belief
was a cormnergone for the 1996 farm hill. Needlessto-say, that long-term forecast did not materidize.
Good westher and strong prices led to an aborupt turnaround in world crop production, which shot up 8
percent in 1996/97. Then, in 1998, world economic growth, exduding the United States, fell toa
patry 0.9 percent. The dowdown in growth combined with the continued strong crop production
caused crop pricesto freefdl.

Theworld economy has seedily improved over the past couple of years: The world economy
grew morethan 2.5 percent lagt year and is estimated to grow more than 4 percent in 2000 and about
35 percent in 2001. Asareault, U.S. farm exports are improving. Export vaueis expected to be
$61.5 hillion thisfiscd year, up from the low of $49 hillion two years ago, but gill wel bdow the $60
billion pesk in 1996. On avolume bads though, farm exports are expected to rise 9 percent in 2001
and volume growth is the key to eventudly reducing surpluses and srengthening prices

Over the next few years the volume of U.S. agriculturd exportsis expected to regider fairly
strong growth, aided by large U.S. production and steady gainsin world food demand, supported by
deedy growth in most of Ada, Lain America, North Africaand the Middle Eagt. Inthese regions, the
motivating forces for gronger demand indude: income growth, populaion growth, growing middle
clases growth in food processng indudtries, divergfication of diets toward higher vaue products,
continued privatization of importing decisons, and continued progress toward freer trade through
multilaterd and bilaterd palicy reformswill dl contribute to trade expanson (chart 9). In contradt, very
limited growth in parts of Ada, Africaand the former Soviet Union will likely restrict agriculturd export
opportunities to those regions.

Despite better demand, most mgor commodity prices are expected to recover only dowly
because of large production and socks While there are anumber of key countriesto wetch, | think
two to kegp an eye on over the next severd years are Chinaand Brazil. Chind s agriculturd policy has
been in adate of flux as government priorities and reform initiatives have shifted back and forth. Inthe
mid-1990's Chinafeared food shortages. Lester Brown of Worldweatch Indtitute wrote an article thet
was highly publicized in Chinatitled, “\Who Will Feed Ching? The artide argued that Chind sfood
import needs would eventudly exhaust world exportable supplies and leed to globd food shortages.
The Chinese responded to such concarns with government procurement programs designed to boost
food production. Combined with excellent weether and adowdown in their own consumer demand,
surpluses soared and Chinasharply reduced imports and began exporting such commodities as corn
and cotton, dearly cutting into U.S. market share. Chinais once again reversing course as
protectionism gppears to be giving way to market arientation. At the beginning of thisyear, asthey
negatiated WTO entry, China announced new regulations designed to reduce government stockpiles by
lowering production incentives. Thisis very postive for U.S. long-term export prospects. No
immediate, subgtantia increase in exportsto Chinais anticipated, as Chinalis expected to offset lower
production by reduding exigting ockpiles. Neverthdess the long-term trend isfor Chinal s agriculture
to gradudly liberdize as the government triesto cut cods. Right now, we project that U.S. exportswill
rise by $2 billion by 2005 as Chinatrangtionsinto the WTO with increasesin our exports of grains,
cotton, and to amuch smdler extent horticultural products and mest.



Ancther country to watch is Brazil, the number one U.S. competitor in the globd oilseeds
markel. Depite near-term condraints on investment in processing fadilities and infrestructure due to
recent auderity meesures, Brazl’s agriculturd progpects are extremdy favorable in the long-term.
Large aress of the country remain undeveloped but with sufficient investment could be converted into
veary productive crop land.  Steedy improvementsin waterway and railroad trangportation will meke
more aress of the country accessible to terminds and export ports. Some estimate thet Brazil could
increase the area.under cultivation by as much as 40-50 million acres given the right mix of production
incentives and invesmentsiin infrastructure. They dso produce and could export arange of products
induding bedf, poultry and horticulturd products.

The Influence of Trade Palicy

The prosperity of U.S. agriculture remainstied to finding amearket for our abundance, 0
agreaments that reduce trade barriers and open markets are crucid. Despite the ariticiam of some, |
bdieve previous trade agreaments have provided sgnificant benefitsto U.S. agriculture asindicated in
these examples

Hrg, the 1988 U.S.-Japanese Beef/Citrus Agreement has been enormoudy important
for our beef and dtrus exports. Building upon earlier agreementsin the 1970's and early 1980sto
enlarge Japan' s beef quotas, this agreement phased out Jepan’s beef quota system and replaced it with
tariffs. U.S. beef exportsto Japan increased from about 160,000 tonsin 1988 to 360,000 tonsin
1999, worth $1.4 hillion. The dimination of other restrictions associated with the beef quota dlowed
consumer demand to be reflected in the market, and U.S. beef exports shifted from frozen beef to more
higher-valued chilled bedf.

Second, the North America Free Trade Agreement hasturned out to be an important
caays in acoderating North American agriculturd trade. U.S. agricultura exportsto our NAFTA
partners grew from $9 hillion in 1993 the year before the agreement with Mexico to $12.7 billion in
1999. One-fourth of U.S. agriculturd exports are now shipped to Canedaand Mexico, up from 17
percent adecade ago. U.S. exports of higher-vaued products, such as bedf, horticultura products,
and processed foods, have especidly benefitted from NAFTA'’ staiff reductions. At the sametime,
U.S. agriculturd imports from NAFTA partners have increased from $7.4 billionin 1993 to $12.9
billion in 1999, one-third of total imports, up from 25 percent adecade ago.

Third, the unprecedented Uruguay Round Agreement on Agricul tur e brought world
agricultura trade under meaningful disaiplinesfor thefird time. Since implementation darted in 1995,
export subsdies and tariffs have declined, and some countries have reedjusted domestic support
programsto belessdigorting. 1n addition to increased demand for agriculturd products generated by
the overdl WTO agreament, U.S. exports have benefitted from specific market-opening
measures-beef to Korea, pork and poultry to the Philippines, pork to Japan. The companion
agreament on sanitary and phytosanitary (SPS) measures has dso opened new markets-for example,
for U.S. horticulturd products to Japan-and encouraged countries to move toward more science-
based, trangparent SPS systems.
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Despite these and other agreaments, world agriculture remains highly protected and agricultura
tariffs reman higher than other sectors. World indudtrid tariffs are now average 4 percant while
agriculturd tariffs average over 40 percent, the same leved asindudrid tariffs a the end of World War
[I. Government intervention in agriculture remains pervasve. The OECD esimates that for developed
countries government support in various forms to agrri culture reeched over $360 hillion in 1999, equa
to 40 percent of the vaue of agriculturd production. In percentage terms, we are back to the record
years of the mid-1980s when the Uruguay Round was initiated to bring trade-digorting intervention
under contral.

Efforts are underway to address these remaining barriers and digortions-the Free Trade Area
of the Americas (FTAA), the Asa-Padific Economic Cooperation (APEC) forum, and new talksin the
WTO. Whereaedl these negatiations heading and what arethe implicationsfor U.S. agriculture?
The FTAA amsto cregte a hemispheric free trade area by 2005. The APEC has amore open-ended
agenda as aregiond economic forum, even though in 1994, dl members Sgned adedlaration to
establish free trade and investment in the region by the year 2020. Deveoped countries set 2 2010
deadline. Bendfitsfrom trade liberdization from these talks would gppear to be along way off.

So atention turnsto the WTO taks which began in March thisyear. The U.S. submitted a
comprenendve proposd in June (chart 10). The proposal cdlsfor further reductions or dimination of
tariffs increasesin taxiff rate quotas, disciplining of Sate trading enterprises, the dimination of export
subgdies and continued reductionsin trade-digtorting agriculturd support. Eliminating globd export
subsdieswould mainly afect the EU, which accounts for about 90 percent of dl export subddies. The
U.S would have to diminate the Export Enhancement Program and the Dairy Export Incentive
Program, and that could have implications for the U.S. dairy program.

Subgantidly reducing or diminaing tariffsis expected to provide Sgnificant bendfitsto U.S.
exports U.S agriculturd tariffs average around 5 percent, with only afew high tariffs associated with
tariff-rate quotas. With over hdf of U.S. exports now accounted for by processed intermediate and
higher-vdued products, akey priority isto reduce subgantidly or diminate whet is known astariff
escaation, whereby tariffs on processad products are subgtantialy higher then on theraw or
unprocessed commodity.

Since 1980, U.S. beef and poultry export tonnage has grown a an annud rate of 13 percent
and pork a 8 percent. That compares with mgor bulk crops where average growth has been near
zero over the padt twenty years. Much of the meat export growth has been to countries where we have
trade agreements — Canada, Mexico, Jgpan, Korea. But with meet exports concentrated in a handful
of countries and high barriers evident in many potentid markets, such asfagt growing, middie-income
marketsin Adaand Lain America, anew WTO agreament to address such barriersisimperaive to
ensure continued export growth.

The U.S WTO proposd dso cdlsfor reductionsin trade-distorting domestic farm programs.
The Uruguay Round agreement cdlled for each country to reduceitstota spending on trade-digorting
programs by 20 percent, as measured by the Aggregate Measurement of Support, or AMS. Our
dlowable trade digorting support was limited to about $24 billion in 1995, and fals to about $19 hillion
for the 2000/2001 period. Between 1995-98, the U.S. support waswell below the WTO celling. But



asfam prices began to plummet in 1998, U.S. farm program expenditures have risen rapidly, and are
now gpproaching the U.S. commitment on domestic spending.

The Influence of Technology and the Changing Structure of Markets

Another key factor in shgping farming' s future is technalogy, which remains a complicated and
controversd topic, S0 | will meke only afew generd points. In looking back over the 20" century,
andyds gengrdly poaint to the 1930's as the beginning of the productivity revolution theat wasin full
bloom by themid 1940s The source or is generdly traced to government investment in research, an
increedngly educated and skilled farm workforce, larger and more spedidized farms, the subdtitution of
purchased production inputs for farm-produced inputs, better rurd trangportation and communication
infrastructure, better access by famersto finendd markets and some even add the advent of extensve
farm price support programs which tended to gabilize markets.

One of the most amazing devel opments has been that this Steady and rapid productivity growth
hes continued to thisday (chart 11). Productivity gains have continued despite alevding off in fam
numbers with dower consolidation among farms, atrend toward less income support by government
(until the lagt sverd years), faom invesment in capital being less than the deprediaion of capitd in
every year Snce 1980, implying ashrinking totd capitd stock in farming, and environmenta concerns
placing limits on farm production practices (such as chemicd use, which has been cited often asamgor
factor in the earlier productivity growth). Y et srong productivity growth continues. Generaly, we can
attribute this to improvementsiin the qudity of technology, improvementsin famers human capitd and
ther aility to goply technology.

Looking aheed, thereis every reason to bdieve that farm productivity will continue to grow
Seadily. Improving productivity isnot just the goplication of new hardware. It isaso how we organize
production and digtribution. It is new market arangements partly driven by mergers joint ventures,
and verticd arrangements such as contracting. Public investment in research, while having dowed, is
dill large and privete investment is more prominent today then inthe 1930sand 1940s. And the
qudlity of technology will continue to improve, whether in bioenginering, the use of stdlites and
communications, such as use of the interngt, or in more basc improvements, such as energy effidency.
And farmerswill kegp getting better in gpplying technology.

And technology breskthroughs off the farm will aso drive changes on thefarm. For example,
the dropping codts of producing liquid fuds and dectricity from renewable materids are leading some
peopleto think that the 21% century will be the bioproduct century as opposed to the 20" century
which was the fossl fud century. Under thisvison, large acreeges of crops like switch grass and short-
rotation trees would be harvested annudly from tens of millions of acres of cropland.

But the growth of technology, its gpplication, and the rdated regulaion will chdlenge
agriculture. 1 bdieve it will continue to drive the trend toward fewer and larger farms, even higher
cgpitd requirements for farms, and aloss of autonomy as participation in processor dliances becomes
more necessary and limitstraditional farmer independence. We dl know how much concern has been
raised over concentration and rdaed sructurd changesin farm-rlated indudtries such as seed
suppliers and meatpackers. Thereislegidation before Congress, both Democratic and Republican



hills thet would sharply increese the USDA ralein gpproving mergers and acquistionsin dl of
agribusness, induding farm mechinery, and regtrict price discrimination . There are dso proposdsto
limit forward contracting and processor ownership of farm production fadilities such asfesdlots There
are proposds for Federd laws on contracting in agriculture. There are concarns over the potentid for
anticompetitive practicesin internet markets that are now rapidly being formed. The difficulties
presented by the recent Starlink corn variety are agark reminder of the promise and perils of
introducing new technology.

Biatech crops represant atechnology thet is pointed to as one of the great promises for
introducing new high-value varieties of crops thet will increase productivity, meet consumer demand for
new product attributes and raise farm income by moving producers up the vaue chan.

Mog sudiesindicate biotech crops generdly reduce pedticide use, rase yidds, and improve
net returns. Even as farmers gppear to be bendfitting from biotech crops, many consumers around the
world are wary of bictechnology, aiting potentid environmentd or hedth risks. The EU, Jgpan, Koreg,
Audrdia, New Zedand, and other countries are moving to mandatory labding of biotech commodities
and food. Thelonger-term role of bictech cropsin the world food sysem ultimately hinges on
consumer acceptance.

If biotech products come to be widdy accepted, non-biotech foods will occupy a niche market
for consumerswho are willing to pay apremium, Smilar to the organic food market. But if enough
consumers resst biotech crops, the issues become more complicated. Can the grain handling and
digtribution sysem ded with segregation and labding of traditiond bulk, commingled commodities?
Sdting tolerances, developing testing methods, and addressing different internationd sandards further
complicatetheissue. Therdle of consumer preferences, bath domesticaly and internaiondly, hes
contributed to market uncertainty, which, regardless of the find verdict on biotech food, may dow the
process of biotechnology development and farmer adoption.

While technology deved opment and its gpplication could pose difficulties for agriculture, farmers
must adgpt to technology advances and its consequences if we are to remain competitive in globa
markets and increase farm income through expanding consumer markets

The Influence of Domestic Policy Reform

Thelast mgor factor affecting farming in the future that | want to addressis domestic farm
policy (chart 12). The 1996 Farm Bill enacted severd fundamenta reformsin farm programs with the
intent of making U.S. agriculturd palicy more market oriented. Annud target price-deficdency
payments were replaced with 7 years of fixed but dedining payments, annud acresge iding programs
were diminated, price support |oan rates were capped a their 1995 leveds and the Consarvation
Reserve Program (CRP) was redtricted to no more than 36.4 million acres, down from the previous
datutory limit of 40-45 million acres

Many point to higoricaly low farm prices and the ad hoc farm legidation of the past three years
as drong indictments of the 1996 Farm Bill. Key members of Congress share this viewpoint and have
caled for overhaul of the 1996 Farm Bill next year in 2001, rather then waiting until 2002 when the Bill
expires Evenif thereisnot afull rewrite of the Farm Bill next year, basad on the income prospects|



cited earlier, Congresswill likely & leest condder yet ancther farm ad package, which could provide
an opportunity for meking at leest Some fundamentd changesin the 1996 Farm Bill.

Whileit may seem ovious, the 1996 Farm Bill is not responsible for the callgosein fam
commodity prices And there are arees of the farm hill thet most agree have worked wel and will
continuein amilar form. One arealis planting flexibility. Prior to the 1996 Farm Bill, aproducer’s
income support payments depended on the amount of acreege planted to particular crops. The
payments were production and trade distorting. They discouraged shiftsinto crops with higher market
returns and inhibited more environmentaly bendficd crop rotations The 1996 Farm Bill, with few
exceptions, by sgparating government income support payments from current plantings, and meking
them fixed payments, enabled farmersto shift acreage among crops and with no loss in income support
payments. Farmers have responded to this change by shifting the mix of crops planted. For example
during the previous farm hill, 1990-95, wheet plantings averaged nearly 72 million acres but have fdlen
to bdow 63 million acres the last two years as wheat farmers nationwide have shifted to ather crops.

Hexibility was dso enhanced by the dimination of annud acreage st asde programs. Prior to
enactment of the 1996 Farm Bill, the Secretary hed the authority to require producersto set-asde or
idle aportion of their crop acreage as a condition for being digible for price support loans and direct
payments. Acreage idlied under these programs averaged more than 40 million acres during 1983-89,
dthough it was much lessin the early 1990's. During the 1996 Farm Bill debate, many argued thet idling
cropland in the United States created an incentive for our competitors and importers of our productsto
expand production, lowering the U.S. share of world trade. Producers generdly goplaud the increased
planting flexibility provided by the 1996 Farm Bill. For thet reason, it ssems unlikdy that Congress
would will revert to previous legidation by placing restrictions on plantings as a condiition for recaiving
income support payments or by resingating acreege idling programs, dthough thereis some interest in
thisin certain aress of the country.

Ancther areaof generd stidfeaction with the Farm Bill is the consarvetion programs. I
anything, there is growing interest to expand them, with interest ranging from increesing the
Consarvation Reserve Program to broader “ green payment” or sewardship programs that would
provide cog-share and income support. For example, the adminigtration and some in Congress have
proposed a program where producers would recaive increasng payments for gpplying more stringent
levels of conservation practices The payment levelswould exceed the codts of implementing the
practices and would, in fact, be aform of income support payments. Advocates argue thet legidators
from daesin the eest and far west, which recaive proportiondly less from most farm programs, would
be more willing to support paymentsto farmers if the payments were more linked to environmentd
performance rather than the traditiond mgor fiedd crops. Some modest increase in future funding for
consavaion programs seem likdly in the next farm hill, but amgor increase in conservation program
funding may require redirecting funds from income paymentsto famers: That would be highly
controversd and seemsvary unlikdy & this point.

The area of grestest controversy for the 1996 Farm Bill has been the fixed income support
payments authorized for program crop farmers during FY 1996-2002.  Critics have raised a number of
concerns about these payments and the supplementa payments thet increased them by set percentages.
Hrg, it isargued thet they do not reflect how bad the drop wasin prices or incomes. Second, the
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payments are basad on aproducer’ s higtorical acreege, which may not reflect a producer’s current
cropping patterns. Third, the paymentswere limited to only the mgor program crops. Asareault, it
has been argued that the supplementa aid may not have been vary effective in Sabilizing the incomes of
some producers. In addition, it is argued that the ad hoc nature of the supplementd bills causes
uncartanty for farmers and lenders, snce they have no way of predicting how much ad Congress will
providein any yesr.

Theloan program payments have dso raised concarnsiin that they aretied to production and
prices, and therefore digtort production decisons. They limit the extent to which farmers cut back
production when pricesare low. And of course, there are concerns about payment limits not being
tight enough for bath the fixed and marketing loan program payments.

The quedtion for 2001 or 2002 is how might these programs be reformed? Many support
replacing the 1996 Farm Bill’ sfixed payments with countercydica payments, thet is, a program that
would trigger payments based on theleve of pricesor income. Others want higher price support loan
rates, thereby ensuring thet government payments better reflect current market conditions: Revenue
and whole farm insurance provide another means of ahilizing farm income and many support
expanding these programs as the bass for the safety net of the future. Unfortunatdy, the extent to
which dl of these such programs sabilize producer’ s incomes depends on the degree to which
payments are linked to afarmer’ s current production and market prices. Thus, we can improve the
farm income sdfety net, we can make it more countercydicd, but improving the ssfety net that way
comes a the expense of increased government-induced distortion in farmers' planting, production and
marketing decisons. And, it ison acallison course with our WTO proposal which cdlsfor further
reductionsin productions and trade digtorting support. Already, our domegtic trade digtorting support
for 2000 is estimeted in excess of $15 hillion, compared with the WTO limit of $19 hillion, and thet isa
limit we are proposing to reducein the WTO (chart 13).

Half of our program spending that is subject to discipline and counted in the aggregate measure
of support reported to the WTO is spending on the marketing assstance loan programs which go
primerily to the eght major crops and are expected to cogt $8 hillion for the 2000 crops done, mostly
in LDPs or loan deficiency payments These marketing loan programs edtablish aminimum farm price
for producers. They are production digtorting and subject to discipline under the WTO, thus they count
in our aggregate measure of support. Because they provide aminimum price, they limit the reduction in
production when market prices arelow. Recent sudies suggest the loan programs are resulting in 4-5
million acres per year baing planted, compared with no programs. While there are problems with this
program, it dso providesalot of finandd support to producers and iswiddy supported by them so
mgor changesin these program would entail alot of oppodtion. The mogt obvious candidete for
changeisthe sugar program which is becoming increesingly ineffective and coslly as U.S. sugar
production has increased, imports have falen to the minimum reguired under the WTO and now, under
NAFTA, Mexico mus be given increasing access to our market.

Fndly, | should say thet there is the fundamentd issue of whether payments to farmers should
be targeted in some different way. The Nationd Commisson on Smdl Fams defined asmdl fam as
one that sd1s $250,000 or less per year in products. About hdf of dl payments go to the 6 percent of
U.S famsthat are conddered large by that definition. So undoubtedly there will be a continuing focus
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on whether limits on paymentsto farmers should be serioudy tightened and whether payments should
be based on some entirdly different measure, such as gross sdes or net income, This
brings me to the end of my comments | have given you a atus report on the farm economy and
provided afew thoughts on some of the main forcesthat will be shaping U.S. agriculture and the farm
eguipment indugtry aswe begin the journey into the 21% century. The forces a work—globdization and
liberdization of trade palicy, technology and productivity growth, the changing structure of production
and marketing, and domegtic palicy reform-are dl fraught with possble adverse consaquences for
some But dl four of these giant foroes should give us an opportunity to fed good. All four improve the
competitiveness and efficdency of agriculture. All four increese economic growth, consumer wdfare and
our nationd standard of living. All four mean change and kegping up with change. Y our indudtry plays
animmense rale in supporting the efficdency and competitivenessgansin U.S. agriculture. Y ou shape
the outcome for agriculture asthat outcomein turn shapesyou. It isfor these reasonsthet | am
honored to have been invited to join you today and share afew thoughts. | wish you dl the best in your
business ventures as we dl navigate the complexities of the 213 century.

Hittt



